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Dear  *********  :

Th is  is  in  response to  your  le t ter  request ing in format ion concern ing
appropr ia te  act iv i t ies  for  a  hospi ta l  auxi l ia ry descr ibed in  sect ion
501(c)(3)  o f  the In terna l  Revenue Code.   In  your  le t ter ,  you ind icate
that  the auxi l ia ry previous ly suppor ted a tax-exempt  hospi ta l  wh ich was
sold .   The hosp i ta l  now operates as a  for-pro f i t  enterpr ise.  You are
seek ing gu idance as to  whether  the auxi l ia ry can appropr ia te ly engage
in  any act iv i t ies  invo lv ing the for-pro f i t  hosp i ta l .

Sect ion 501(c)(3)  o f  the Code provides exempt ion f rom federa l  income
tax for  organizat ions organized and operated exc lus ive ly for  char i tab le
purposes.   Char i tab le  purposes which are o f ten undertaken by a
hospi ta l  auxi l ia ry inc lude promot ing the heal th  o f  the communi ty,
provid ing re l ie f  to  the poor  and d is t ressed,  advanc ing educat ion,  and
promot ing sc ient i f ic  research.

In  accompl ish ing i ts  exempt  purposes,  a  hosp i ta l  auxi l ia ry can
undertake act iv i t ies  that  may inc identa l ly benef i t  a  for-pro f i t  hosp i ta l
so long as no substant ia l  par t  i f  i ts  ac t iv i t ies  fur thers  that  nonexempt
purpose.   See sect ion 1 .501(c)(3)-1(c)(2)  o f  the Income Tax
Regula t ions.   The requ i rement  is  that  the organizat ion ’s  act iv i t ies  must
serve a  publ ic  in terest  and not  unduly benef i t  the pr ivate  in terests  o f
the for-pro f i t  hosp i ta l .   See sect ion 1 .501(c)(3)-1(d)(2)( i i )  o f  the
regu la t ions.



The fo l lowing examples i l lus t ra te  how the Service would  use these
pr inc ip les  in  ana lyzing the e f fec t  o f  var ious act iv i t ies  that  might  be
undertaken by an exempt  hosp i ta l
auxi l ia ry in  the c i rcumstances you descr ibed.   A l l  o f  the examples
assume that  the for-pro f i t  hosp i ta l  does not  cont ro l  the exempt
auxi l ia ry or  o therwise exerc ise any s ign i f icant  cont ro l  over  the
auxi l ia ry ’s  operat ions.   In  each case,  whether  the act iv i t ies  are
compat ib le  wi th  the auxi l ia ry ’s  exempt  s ta tus depends on whether  the
publ ic  benef i t  to  the communi ty as  a  whole  outweighs any inc identa l
benef i ts  that  might  be conferred on the for-pro f i t  hosp i ta l .

Sol ic i ta t ion of  Funds

Some t ransact ions between a for-pro f i t  hosp i ta l  and an exempt
auxi l ia ry invo lve fund t ransfers  f rom the hospi ta l  to  the auxi l ia ry
wi thout  cons iderat ion.   Be ing a cont r ibutor  to  the auxi l ia ry may
enhance the for-pro f i t  hosp i ta l ’s  pub l ic  image.   However,  such
in tangib le  or  con jectura l  benef i ts  to  the hosp i ta l  are  ins ign i f icant  in
compar ison to  the publ ic  benef i t  the exempt  auxi l ia ry can ach ieve wi th
the cont r ibuted funds.   Thus,  the mere fac t  that  the cont r ibutor  is  a
propr ie tary hospi ta l  does not  jeopard ize the auxi l ia ry ’s  exempt  s ta tus.

Grants  for  Community Educat ion

Fund t ransfers  f rom the auxi l ia ry to  the hospi ta l  may a lso fur ther  the
auxi l ia ry ’s  exempt  purposes.   However ,  in  such a  case the auxi l ia ry
must  re ta in  cont ro l  and d iscret ion over  the grant  funds to  assure that
they are used for  the exempt  organizat ion ’s  purposes.  See Rev.  Rul .
68-489,  1968-2 C.B.  210.   Thus,  an auxi l ia ry cou ld  make grants  to  a
for-pro f i t  hosp i ta l  to  enable  the hosp i ta l  to  provide a  f ree educat iona l
program such as lec tures on heal th  re la ted top ics  to  the communi ty.  
The auxi l ia ry should mainta in  records to  show that  the act iv i t ies
f inanced by the grant  fur thered exempt  purposes even though the
act iv i t ies  were conducted by the for-pro f i t  hosp i ta l .

Grants  to  Support  Scient i f ic  Research

Another  example o f  a  permiss ib le  grant  f rom an auxi l ia ry to  a
propr ie tary hosp i ta l  is  fund ing a  sc ient i f ic  research pro ject  on heal th
re la ted mat ters  such as f ind ing a  t reatment  or  cure for  a  d isease.  
Qual i f ied personnel  assoc ia ted wi th  the for-pro f i t  hosp i ta l  may conduct
the research u t i l iz ing the for -pro f i t  hosp i ta l ’s  pat ient  base to  obta in
research sub jects .   The fac t  that  both   the researchers  and the
research sub jects  are assoc ia ted wi th  the for-pro f i t  hosp i ta l  does not
det ract  f rom the sc ient i f ic  nature o f  the research or  confer  any



s ign i f icant  pr ivate  benef i t  on the for-pro f i t  hosp i ta l .   Therefore,  the
grant  would not  jeopard ize the auxi l ia ry ’s  exempt  s ta tus.

Act ivi t ies  Benef i t ing Hospi ta l  Pat ients

Pat ients  o f  a  propr ie tary hospi ta l  may a lso be a ided by an auxi l ia ry
d i rect ly.   In  Rev.
Rul .  68-73,1968-1 C.B.  251,  an organizat ion provided vo lunteers  to
read and vis i t  wi th  pat ients ,  wr i te  le t ters  for  them,  and per form s imi lar
personal  services.  W hi le  there may have been some benef i t  to  the
propr ie tary hosp i ta l  in  the form of  increased pat ient  sat is fac t ion,  th is
poss ib le  pr ivate  benef i t  was inconsequent ia l  in  compar ison to  the
publ ic  benef i t  o f  promot ing the wel lbe ing of  persons who were i l l .  
Therefore,  the organizat ion was ent i t led to  exempt ion under sect ion
501(c)(3) .

S imi lar ly,  in  Rev.  Rul .  79-358,  1979-2 C.B.  225,  an organizat ion
provided funds to  a  hosp i ta l  to  pay for  the increased cost  o f  a  pr ivate
room for  pat ients  who cou ld  medica l ly benef i t  f rom such a room but
who cou ld  not  o therwise a f ford  the cost  o f  such a room.   The hosp i ta l
benef i ted because i t  rece ived the increased pr ivate  room fee.   But ,  the
benef i t  to  the hosp i ta l  was inc identa l  to  accompl ish ing the exempt
purpose of  a id ing the pat ient ’s  recovery.

Provid ing Goods and Services to  the  Publ ic

The wel lbe ing o f  hosp i ta l  pat ients ,  inc lud ing those in  a  propr ie tary
hosp i ta l ,  may be promoted by operat ion o f  a  hosp i ta l  g i f t  shop.   See
Rev.  Rul .  69-267,  1969-1 C.B.  160.   Th is  is  t rue because the presence
of  v is i tors  and the rece ip t  o f  g i f ts  f rom them has a  pos i t ive  emot iona l
impact  on the pat ients .   Even though some minor  pat ronage of  the g i f t
shop may be at t r ibutab le  to  convenience purchases by hosp i ta l
employees which do not  benef i t  the pat ients ,  the overr id ing pub l ic
benef i t  to  the pat ients  outweighs the pr ivate  benef i t  to  the hosp i ta l  and
i ts  employees.

At  the o ther  end of  th is  spect rum are act iv i t ies  that  predominant ly
benef i t  someone other  than the hosp i ta l  pat ients .  In  th is  category are
cafe ter ias  and park ing garages that  are  predominant ly used by v is i tors ,
employees,  and phys ic ians.   The pat ients  have vi r tua l ly no need for
these services s ince they are a l ready rece iv ing the i r  meals  and do not
genera l ly have the i r  cars  wi th  them dur ing a  hosp i ta l  s tay.   Therefore ,
the operat ion o f  a  cafe ter ia  or  a  park ing garage serving nonpat ients  o f
a  propr ie tary hospi ta l  would be prob lemat ic  even though the auxi l ia ry
might  have other  act iv i t ies  that  were cons is tent  wi th  i ts  exempt  s ta tus.  



Simi lar ly,  purchasing goods,  services,  or  fac i l i t ies  for  a  for -prof i t
hosp i ta l  would  a lso be prob lemat ic  because of  the d i rec t  and
substant ia l  pr ivate  benef i t  to  the propr ie tary hosp i ta l .

Request ing a  Pr ivate  Let ter  Rul ing

As the above examples i l lus t ra te ,  these issues are analyzed in  terms of
a l l  the re levant  fac ts  and c i rcumstances and s i tuat ions o f ten ar ise in
gray areas not  covered by revenue ru l ings or  o ther  precedent .   In  such
a case,  an organizat ion may request  a  pr ivate  le t ter  ru l ing f rom the
In terna l  Revenue Service as to  whether  a  par t icu lar  proposed act iv i ty
wi l l  jeopard ize i ts  tax-exempt  s ta tus.   The procedures for  request ing a
pr ivate  le t ter  ru l ing are  exp la ined in  Rev.  Rul .  2002-4,  2001 I .R.B.  127,
as updated annual ly.

In  accordance wi th  sect ion 3 .06 o f  Rev.  Rul .  2002-4,  the in format ion
provided in  th is  le t ter  is  advisory on ly.

I f  you have any quest ions about  th is  le t ter ,  p lease contact  me at  (202)
283-9461.   My                                                     .

                                                            S incere ly,

                                                             Marvin  Fr ied lander
                                                             Manager,  Exempt  Organizat ions
                                                                            Technica l  Group 1


